No: 98- 59
Date: Decenber 2, 1998

FEDERAL HOUSI NG FI NANCE BOARD

Authority to Issue Federal Home Loan Bank
Consol i dated (bl igations

Vhereas, Section 11(c) of the Federal Home Loan Bank Act (Act) [12 U S.C 9143I(c)]
authorizes the Federal Housing Finance Board (Finance Board) to issue consolidated Federal
Home Loan Bank (Bank) bonds (COs); and

\Whereas, Finance Board regulations [12 C.F.R 8910.1(a)] require the Finance Board to
determne and authorize the issuance of all consolidated bonds, including terms and conditions,
and other characteristics of such bonds, but permit the Finance Board to delegate this
responsibility; and

WWereas, Section 2B(b)(l) of the Act [12 U S.C. §1422b(b)(l)] authorizes the Finance
Board to delegate ministerial functions, including issuing C0s, to a joint office of the Federal
Home Loan Bank System (Systenj; and

\Wereas, the Office of Finance (OF) under the management of its Board of Directors (OF
Board) has been established by the Finance Board as a joint office of the Systemto act as the
Fiscal Agent for the FH.Banks [12 U S.C. 8§1422b(b)(2) and 12 C F.R 8§9900. 30,910, 941]; and

WWereas, the OF Board has submitted a request for authorization to issue COs for the
cal endar year 1999 as required by Finance Board Resolution No. 98-08, dated March 13, 1998;

NOW THEREFORE, BE I T RESOLVED that:

1. The OF Board may continue, until no later than March 31, 2000, to approve the
offering for current and forward settlement (up to 12 months), and, as necessary, the reopening of
System CCs, and approve the maturities, rates of interest, terms, and conditions thereof, subject
to the provisions of 31 U.S.C §9801 and the follow ng conditions;

a. OO may be offered for sale only to the extent that Banks are committed to take the
proceeds.



h. COs may be offered for sale to the extent that their issuance would not cause the
Systenis or a Bank’s financial |everage to exceed the maximum allowed by regulation
or policy.

c. OO offered for sale shall be restricted to debt with one or nore of the follow ng
characteristics:

debt with a fixed rate in either coupon or discount form

debt with a coupon rate that may vary based on the movement of one or nore
financial indices, including transactions which nultiply the effects of rate
changes;

debt with a coupon rate that may change fromfixed to floating, or vice versa,
at the discretion of the Bank, according to a predetermned schedule, or based
upon the movement of one or nore financial indices;

debt with a coupon that may vary based on the nmovement of one or nore

financial indices, where the movement of the interest rate is subject to caps
and/or floors;

debt with principal that may be called or redeemed by the Bank, in whole or in
part;

debt with principal that may be redeemed in whole or in part at the discretion
of the investor;

debt with principal that anortizes according to a predetermned schedule;.

debt with principal that is subject to redenption, in whole or in part, based
upon the movenent of one or nore financial indices;

debt with outstanding principal that may increase over tine based on the
nmovenent of one or nore indices; and

debt denomnated in any foreign currency that has exchange-rate risk relative
to the US dollar that can be effectively hedged.

d. For COs with interest paynents or principal tied to one or more financial indices’

| A financial index shall be defined as an index that pertains to (1) interest rates, (2)
baskets of equities, (3) currencies, or (4) aggregate neasures of inflation, sanctioned by a
national government, including those derived from aggregate measures of econom ¢ perfornmance
and prices. In the event of debt tied to a basket of equities, the basket should include a sufficient



- each index nust be publicly available and verifiable independent of
underwiters or selling group menbers;

- if an index or currency of denonmination pertains to a foreign country, that
country rust be assigned a Country Risk Rating not |ower than AA- by
Thonson Bankwat ch as of the CO trade date.2 In the event a country is not
rated by Thonpson Bankwatch, Sovereign Risk Ratings from Mody’s or
Standard & Poor’s may be used subject to the following: As of the CO trade
date, a country nust be assigned a Sovereign Risk Rating for Iong-term bonds
or deposits from Mody’s of not |ower than Aa3; or a Sovereign Risk Rating
for Foreign Currency from Standard & Poor's of not |ower than AA-.

2. The OF shall ensure that:

a. C0s are offered for sale only to the extent that their issuance will not cause the
Systemis or a Bank’s financial leverage to exceed the maxinum allowed by regulation
or policy. Qurrent regulation 12 CF.R §910.1 (b) linits System senior bonds (as
defined in 12 CF.R 8910.0 (d)) to 20 tinmes total Systemcapital. Current policy
provides that a Bank may participate in COs issued by the OF, so long as entering
into such transactions will not cause the Bank's total unsecured senior liabilities, as
defined in Section 910.0 of the Finance Board's regulations (but excluding InterBank
loans), to exceed 20 times the Bank's total capital. If a Bank’s financial |everage
exceeds the maxinum al | owed by regulation or policy, that Bank may participate in
COs only to the extent necessary to refund maturing or called CGs;

b. The OF shall establish procedures with the Banks that require each Bank to provide
daily reports to OF whenever that Bank's leverage exceeds 19 times its total capital;

¢. The 12:1 leverage covenant with prior bondhol ders is maintained according to the
provisions of Finance Board Resolution No. 92-751, dated Decenber 21, 1992; and

d. For these purposes, capital stock, retained earnings, COs deposits, and other
unsecured senior liabilities shall be determned based upon the most current financial
information available to the OF as of the CO trade date.

3. The OF Board shall ensure that all System COs issued under this delegation are in full
conpliance with the terms and conditions set forth herein.

nunber of equities to ensure that the performance of just one equity in the basket does not dictate
the novement of the index.

! The European Currency Unit (ECU) and the euro shall be deemed eligible indices and
currencies of denomination.



4, The OF Board shall take no action to encourage conpetition with insured deposit
programs of members off t hbeF FLBankes.

5. The OF Board shall submit to the Finance Board a formal request for authorization to
issue COs for the April 1, 2000 to December 31, 2000 period no later than January 31, 2000.

6. The Finance Board, in its sole discretion, may, at any tine, revise, or revoke the above
aut hori zati on.

By the Board of Directors of the
Federal Housing Finance Board

T A Mo,

Bruce A. Morrison, Chair




